REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON KAI! GARIB LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the financial statements of the Kail Garib Local Municipality set 
out on pages ... to which comprise the statement of financial position as at 

30 June 2013, the statements of linancial performance, changes in net assets, the 
statement of comparison of budget and actual amounts and cash flows for the year then 
ended, and the notes, comprising a summary of significant accounting policies and 
other explanatory information. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with the South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and the requirements of the 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) and 
Division of Revenue Act of South Africa, 2012 (Act No. 5 of 2012) (DoRA) and for such 
internal control as the accounting officer determines is necessary to enable the 
preparation of financial statements that are free from material misstatement, whether 
due to fraud or error. 

Auditor-General’s responsibility 

3. My responsibility is to express an opinion on the financial statements based on 
conducting the audit in accordance with the Public Audit Act of South Africa, 2004 (Act 
No. 25 of 2004) (PAA), the General Notice issued in terms thereof and International 
Standards on Auditing. Because of the matters described in the Basis for disclaimer of 
opinion paragraphs, however, I was unable to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Consumer debtors 

4. I was unable to obtain sufficient appropriate audit evidence regarding the material 
difference between the debtor listing and the consumer debtors disclosed in the 
financial statements for the current and prior financial years as management did not 
perform regular reconciliations and the accounting records did not permit the 
performance of reconciliations. I was unable to reconcile the differences by alternative 
means. Consequently, I was unable to determine whether any adjustments to 
consumer debtors stated at R103 291 41 1 (2012: R81 856 736) before allowance for 
bad debt in note 10 to the financial statements were necessary. 

Debt impairment 

5. I was unable to obtain sufficient appropriate audit evidence regarding the calculation of 
the allowance for bad debts as the municipality could not provide the basis for 
calculation of the allowance for bad debt disclosed as R93 125 798 (2012: 

R71 112 545) in note 10 to the financial statements. I could not confirm the debt 
impairment by alternative means. Consequently, I was unable to determine whether any 
further adjustments to allowance for bad debts and the movements disclosed in the 
statement of financial performance stated at R22 013 253 (2012: R40 918 930) were 
necessary. 

Bank overdraft 

6. I was unable to obtain sufficient appropriate audit evidence regarding the material 
difference between the bank reconciliation, the bank confirmation and the bank 



overdraft disclosed in the financiai statements as monthly reconciliations were not 
performed by the municipality and supporting evidence for differences could not be 
provided. I was unable to confirm these differences by alternative means. 

Consequently, I was unable to determine whether any adjustments to bank overdraft 
stated at R1 1 163 874 (2012; R771 073) in the financial statements were necessary. 

Inventories 

7. During 2012 I was unable to obtain sufficient appropriate audit evidence about 
inventories. I was unable to confirm the inventories by alternative means. Consequently, 
I was unable to determine whether any adjustment to inventories stated at R1 975 91 5 
was necessary. My audit opinion on the financial statements for the period ended 30 
June 2012 was modified accordingly. My opinion on the current period's financial 
statements is also modified because of the possible effect of this matter on the 
comparability of the current period’s figures. 

Investment property 

8. The municipality duplicated investment properties in the asset register and financial 
statements, which resulted in investment properties being overstated by R1 170 928. In 
addition, I was unable to obtain sufficient appropriate audit evidence for investment 
property, as I was unable to physically verify investment property due lack of adequate 
information on the asset register. I was unable to confirm the physical existence by 
alternative means. Consequently, I was unable to determine whether any adjustments 
to investment properties stated at R4 344 979 (2012: R4 494 806) in the financial 
statements were necessary. 

Other financial assets 

9. The municipality did not value and provide for possible impairment as required by 
General Recognised Accounting Practice, GRAP 104: Financial instruments. 
Furthermore, the municipality also did not provide for the short-term portion of other 
financial assets, as required by General Recognised Accounting Practice, GRAP 1: 
Presentation of financial statements. I was not able to determine the correct net carrying 
amount and the short-term portion of other financial assets as it was impracticable to do 
so. Consequently, I was unable to determine the adjustments to other financial assets 
stated at R10 466 769 in the financial statements were necessary. 

Non-current other financial liabilities 

10. I was unable to obtain sufficient appropriate audit evidence regarding the material 
difference between the loan confirmations and the outstanding loan balances disclosed 
in the financial statements as monthly reconciliations were not performed by the 
municipality and supporting evidence for differences could not be provided. I was 
unable to confirm these differences by alternative means. Consequently, 1 was unable 
to determine whether any adjustments to other financial liabilities stated at R12 482 407 
(2012: R1 1 383 727) in the financial statements were necessary. 

Property, plant and equipment 

1 1 . The municipality capitalised expenditure that did not meet the requirements of property, 
plant and equipment in accordance with Standard of Generally Recognised Accounting 
Practice, GRAP 17, Property, plant and equipment. Expenditure was incorrectly 
recognised as property, plant and equipment. Consequently, properly, plant and 
equipment are overstated and total expenditure is understated by R2 792 108. 
Additionally, there is a consequential impact on the surplus for the period and the 
accumulated surplus. 

12. In addition, the municipality recorded assets relating to a National Housing scheme that 
did not meet the recognition criteria of property, plant and equipment in accordance with 



standard of Generally Recognised Accounting Practice, GRAP 17, Property, plant and 
equipment. Consequently, property, plant and equipment are overstated and payables 
from exchange transaction is overstated by R16 502 218. 

13. The municipality did not disclose completed assets as required by the Standard of 
Generally Recognised Accounting Practice, GRAP 1 7, Property, plant and equipment. 
Completed infrastructure assets of R22 094 795 were included in the work in progress 
stated at R24 838 771 in note 4 to the financial statements. 

14. The municipality did not assess the impairment of assets as required by Standard of 
Generally Recognised Accounting Practice, GRAP 21, Non-cash-generating assets and 
the Standard of Generally Recognised Accounting Practice, GRAP 26, Impairment of 
cash-generating assets. I was unable to confirm the assessment of impairment by 
alternative means. Consequently. I was unable to determine whether any adjustments 
to property, plant and equipment stated at R829 022 785 (2012: R809 942 492) in the 
financial statements were necessary. 

15. The municipality did not assess the useful lives and residual values of assets as 
required by Standard of Generally Recognised Accounting Practice, GRAP 17, 

Property, plant and equipment. I was unable to confirm the assessment by alternative 
means. Consequently. I was unable to determine whether any adjustments to property, 
plant and equipment stated at R829 022 785 (2012: R809 942 492) in the financial 
statements were necessary. 

16. Furthermore. I was unable to obtain sufficient appropriate audit evidence for property, 
plant and equipment, as I was unable to physically verify property, plant and equipment 
due lack of adequate information on the asset register. I was unable to confirm this 
matter by alternative means. Consequently, I was unable to determine whether any 
adjustments to property, plant and equipment stated at R829 022 785 (2012: R809 942 
492) in the financial statements were necessary. 

Payables from exchange transactions 

17. I was unable to obtain sufficient appropriate audit evidence for payables from exchange 
transactions as supporting documentation for payments received in advance and trade 
payables could not be provided. I was unable to confirm payables from exchange 
transactions by alternative means. Consequently, I was unable to determine whether 
any adjustments to payables from exchange transactions stated at R53 622 744 (2012: 
R42 573 787) in the financial statements were necessary. 

Unspent conditional grants and receipts 

18. I was unable to obtain sufficient appropriate audit evidence for unspent conditional 
grants as the municipality did not institute proper control or control registers to manage 
conditional grants received and the expenditure regarding these grants. I was unable to 
confirm unspent conditional grants by alternative means. Consequently, I was unable to 
determine whether any adjustments to unspent conditional grants stated as R4 485 773 
in the financial statements were necessary. 

Value added tax (VAT) payable 

19. I was unable to obtain sufficient appropriate audit evidence for the VAT payable as the 
reconciliation performed between the general ledger and the VAT returns submitted to 
South African Revenue Service (SARS) resulted in an unexplained difference. I was 
unable to confirm the VAT payable by alternative means. Consequently. I was unable 
to determine whether any adjustments to the VAT payable stated at R473 623 (2012: 
R991 639) in the financial statements were necessary. 



Accumulated surplus 

20. I was unable to obtain sufficient appropriate audit evidence regarding differences 
identified between the general ledger and the amount disclosed in the financial 
statements for the accumulated surplus. I could not confirm these differences by 
alternative means. Consequently, I was unable to determine whether any adjustments 
to accumulated surplus stated at R727 216 560 (2012: R762 338 095) in the statement 
of changes in net asset were necessary. 

Financial sustainability 

21 . While the municipality has prepared financial statements on a going concern basis, 
there are a number of indicators that its financial sustainability is uncertain. These 
include the following; 

• The municipality incurred a net deficit of R35 121 535 (2012: R50 880 492) during 
the year. 

• The municipality incurred unauthorised expenditure of R5 162 410 (2012; R86 357 
851) during the year. 

• The unspent conditional grants of R4 485 773 (2012: R5 171 375) is not cash- 
backed. 

• The average debtor payment days increased to 454 days (2012: 442 days). 

• The debtor impairment ratio increased to 90% (2012: 62,6%). 

■ Creditors payment period is 71 days. 

Service charges 

22. The municipality did not record all services charges in the correct accounting period, 
which resulted in service charges being understated by R1 613 870. In addition, I was 
unable to obtain sufficient appropriate audit evidence regarding services charged to 
consumers as the municipality did not have adequate document retention and systems 
in place and I could not confirm service charges by alternative means. Consequently, I 
was unable to determine whether any further adjustments to service charges stated at 
R71 471 517 in the financial statements were necessary. 

Property rates 

23. I was unable to obtain sufficient appropriate audit evidence regarding property rates 
charged. An updated valuation roll was not maintained by the municipality and no rates 
reconciliation was performed for the year. Due to the lack of Information, rates charged 
could not be verified by alternative means. Consequently, I was unable to determine 
whether any adjustments to property rates stated at R13 842 798 in the financial 
statements were necessary. 

Government grants and subsidies 

24. The municipality did not recognise the income from government grants and subsidies in 
accordance with Standard of Generally Recognised Accounting Practice, GRAP 23, 
Revenue from non-exchange transactions, resulting in the revenue for government 
grants and subsidies being understated by R1 746 957. In addition, I was unable to 
obtain sufficient appropriate audit evidence regarding the income and expenditure 
accounted for against government grants and subsidies. I could not confirm government 
grant and subsidies by alternative means. Consequently, I was unable to determine 
whether any further adjustments to government grant and subsidies stated at R78 133 
780 in the financial statements were necessary. 



Personnel expenditure 

25. 1 was unable to obtain sufficient appropriate audit evidence regarding personnel cost as 
the municipality could not provide proof for allowances paid and allowances were 
calculated incorrectly, salary increases were incorrectly implemented, no reconciliations 
were performed between the pay-roll system and general ledgers and employment 
contracts could not be obtained. I could not confirm the personnel by alternative means. 
Consequently, I was unable to determine whether any adjustments to personnel stated 
at R57 074 884 in the financial statements were necessary. 

Bulk purchases 

26. The municipality did not account for bulk purchases in accordance with Standard of 
Generally Recognised Accounting Practice, GRAP 1, Presentation of financial 
statements. Consequently, bulk purchases are overstated by R2 433 183. 1 was unable 
to determine the consequential impact of the misstatement as it was impracticable to do 
so. 

Grants and subsidies paid 

27. I was unable to obtain sufficient appropriate audit evidence regarding grant expenditure 
as supporting documentation could not be submitted. I could not confirm grants and 
subsidies by alternative means. Consequently, I was unable to determine whether any 
adjustments to grants and subsidies paid stated at R11 120 643 in the financial 
statements were necessary. 

General expenses 

28. I was unable to obtain sufficient appropriate audit evidence regarding general expenses 
as supporting documentation could not be submitted. I could not confirm general 
expenses by alternative means. Consequently, I was unable to determine whether any 
adjustments to general expenses stated at R29 507 518 (2012: R19 736 061) in the 
financial statements were necessary. 

Cash flow statement 

29. Due to the extent of the differences identified, together with the limitations experienced, 
as highlighted in the basis for disclaimer of opinion paragraphs, I was unable to confirm 
that the current and comparative cash flow statement and the notes thereto are correct. 

I was unable to confirm the cash flow statement by alternative means. Consequently. I 
was unable to determine whether any adjustments to the cash flow statement were 
necessary. 

Commitments 

30. I was unable to obtain sufficient appropriate audit evidence regarding commitments as 
the municipality did not have systems to identify and disclose commitments at year-end. 

I could not confirm commitments by alternative means. Consequently, I was unable to 
determine whether any adjustments to commitment stated at R nil (2012; R37 377 331) 
In note 38 to the financial statements were necessary. 

Unauthorised expenditure 

31. The municipality did not include all unauthorised expenditure and did not adhere to the 
disclosure requirements in the notes to the financial statements as required by section 
125(2)(d) of the MFMA. The municipality incurred expenditure in access of the approved 
budget which were not included in unauthorised, resulting in unauthorised expenditure 
being understated by R56 358 026 (2012: R86 357 851). 

Irregular expenditure 

32. The municipality made payments in contravention of the supply chain management 
requirements which were not included in irregular expenditure, resulting in irregular 



expenditure being understated by R40 862 248 (2012: R17 689 026). In addition. I was 
unabie to obtain sufTtcient appropriate audit evidence regarding irregular expenditure as 
the municipality did not have systems to identify and disclose all irregular expenditure 
and I could not confirm irregular expenditure by alternative means. Consequently. 1 was 
unable to determine whether any adjustments to Irregular expenditure stated at 
R16 681 735 (2012: R13 136 868) in note 47 to the financial statements were 
necessary. 

Provisions 

33. I was unable to obtain sufficient appropriate audit evidence regarding provisions as the 
municipality could not provide explanations for the exclusion of certain landfill sites from 
the provision for the rehabilitation of landfill sites. I could not confirm provisions by 
alternative means. Consequently, I was unable to determine whether any adjustments 
to provisions stated at R32 549 744 (2012: R3 938 626) in note 15 to the financial 
statements were necessary. 

Material losses 

34. I was unable to obtain sufficient appropriate audit evidence regarding the material 
losses, as the municipality did not provide supporting documentation regarding the 
material losses disclosed in the financial statements. I was unable to confirm material 
losses by alternative means. Consequently, I was unable to determine whether any 
adjustments to the material losses stated at R6 943 959 (2012: R34 696 947) in note 50 
to the financial statements were necessary. 

Contingent liabilities 

36. The municipality did not record all contingent liabilities which resulted in contingent 
liabilities being understated by R914 141. In addition I was unable to obtain sufficient 
appropriate audit evidence regarding contingent liabilities as the municipality did not 
disclose a contingent liability for operating landfill sites without valid permits. ! was 
unable to confirm contingent liabilities by alternative means. Consequently I was unable 
to determine whether any adjustments to contingent liabilities stated at R nil (2012: R 
nil) in note 39 to the financial statements were necessary. 

Aggregation of immaterial uncorrected misstatements 

36. The financial statements as a whole are materially misstated due to the cumulative 
effect of numerous individually immaterial uncorrected misstatements in the following 
elements making up the statement of financial position and the statement of financial 
performance and the disclosure notes to the financial statements: 

• Short-term deposits stated at R448 732 are understated by R673 552 

In addition, I was unable to obtain sufficient appropriate audit evidence and I was unable to 
confirm the following account balances and classes of transactions by alternative means: 

• Rental of facilities and equipment stated at R73 851 

• Income from agency services stated at R425 086 

• Other income stated at R394 555 

• Fines income stated at R139 351 

• Repairs and maintenance of R1 803 567 as included in the disclosed balance of 
R3 597 382 

• Short-term deposits stated at R448 732 

• Inventory stated at R886 582. 


As a result, I was unable to determine whether any further adjustments to these elements 
were necessary. 



Disclaimer of opinion 

37. Because of the significance of the matters described in the Basis for disclaimer of 
opinion paragraphs, I have not been able to obtain sufficient appropriate audit evidence 
to provide a basis for an audit opinion. Accordingly, I do not express an opinion on the 
financial statements. 

Emphasis of matter 

38. I dra\w attention to the matter below. My opinion is not modified in respect of this matter. 

Material under spending of conditional grants 

39. As disclosed in the statement of financial position, the municipality has materially under 
spend the budget on conditional grants for municipal infrastructure grant (MIG) to the 
amount of R4 485 773. 

Additional matter 

40. I draw attention to the matter below. My opinion is not modified in respect of this matter. 

Material inconsistencies in other information included in the annual report 

41 . I have not obtained the other information included in the annual report. Consequently, I 
have not been able to determine whether the other information to be included in the 
annual report contains any material inconsistencies to the information in the financial 
statements. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

In accordance with the PAA and the general notice issued in terms thereof, I report the 

following findings relevant to performance against predetermined objectives, compliance 

with laws and regulations and internal control, but not for the purpose of expressing an 

opinion. 

Predetermined objectives 

42. I performed procedures to obtain evidence about the usefulness and reliability of the 
information in the annual performance report as set out on pages ... to ... of the annual 
report. 

43. The reported performance against predetermined objectives was evaluated against the 
overall criteria of usefulness and reliability. The usefulness of information in the annual 
performance report relates to whether it is presented in accordance with the National 
Treasury's annual reporting principles and whether the reported performance is 
consistent with the planned objectives. The usefulness of information further relates to 
whether indicators and targets are measurable (i.e. well defined, verifiable, specific, 
measurable and time bound) and relevant as required by the National Treasury's 
Framework for managing programme performance information. 

The reliability of the information in respect of the selected programmes or objectives is 
assessed to determine whether it adequately reflects the facts (i.e. whether it Is valid, 
accurate and complete). 

44. The material findings are as follows: 

Usefulness of Information 

45. Section 46 of the Municipal Systems Act requires disclosure in the annual performance 
report of measures taken to improve performance where planned targets were not 
achieved. Measures to improve performance for a total of 100% of the selected planned 



targets on key performance area (KPA): Service delivery, not achieved was not 
reflected in the annual performance report. This was due to a limited review of the 
presentation of the annual performance report by management and internal policies and 
procedures for performance information management and reporting not being 
developed and approved. 

46. Key performance indicators and measures, as in the service delivery budget 
implementation plan (SDBIP), were linked to the development objectives which are also 
linked to the development priorities in the implementation development plan (IDP). 
However, development priorities were not reflected for each key performance indicator 
and measure as reported in the annual performance report. The development objectives 
were only reflected as a summary in the annual performance report. This was due to a 
limited review of the presentation of the annual performance report by management and 
internal policies and procedures for performance information management and reporting 
not being developed and approved. 

47. The Municipal Systems Act, section 41(c) requires that the actual achievements against 
all planned indicators and targets must be reported annually. The annual performance 
report submitted for audit purposes did not include the actual performance of 71% (54 
out of 76) of all planned indicators and targets for KPA: Service delivery, as indicated in 
the SDBIP. Only the key performance indicators were reported on in the performance 
report and not the performance Indicators. 

48. Overall, the annual performance report submitted for audit purposes did not include the 
actual performance of 67% (1 56 of 232) of all planned indicators and measures 
specified in the SDBIP for 2012-13 financial year. This was due to the fact that 
management did not adequately consider the requirements of the Municipal Systems 
Act when preparing the annual performance report and also did not implement sufficient 
appropriate internal controls to ensure that performance management and reporting 
took place in terms of the applicable legislation and guidelines. 

49. The National Treasury's Framework for managing programme performance information 
requires that performance targets be specific in clearly identifying the nature and 
required level of performance. A total of 26% (6 out of 23) reported planned targets for 
KPA: Service delivery, were not specific in clearly identifying the nature and the required 
level of performance. This was due to the fact that management was aware of the 
requirements of the National Treasury's Framework for managing programme 
performance information but did not receive the necessary training to enable application 
of the principles and also due to the lack of processes and systems that should be used 
to ensure that the municipality achieves its targets. 

50. The National Treasury's Framework for managing programme performance information 
requires that performance targets be measurable. The required performance could not 
be measured for a total of 74% (17 out of 23) reported planned targets for KPA: Service 
delivery. This was due to the fact that management was aware of the requirements of 
the National Treasury's Framework for managing programme performance information 
but did not receive the necessary training to enable application of the principles and also 
due to the lack of processes and systems that should be used to ensure that the 
municipality achieves its targets. 

51. The National Treasury's Framework for managing programme performance information 
requires that indicators and measures should have clear unambiguous data definitions 
so that data is collected consistently and is easy to understand and use. A total of 91% 
of the indicators, measures relevant to KPA; Service delivery were not well defined in 
that clear, unambiguous data definitions were not available to allow for data to be 



collected consistently. This was due to the fact that management was aware of the 
requirements of the National Treasury's Framework for managing programme 
performance information but did not receive the necessary training to enable application 
of the principles and also due to the lack of processes and systems that produce the 
performance indicator. 

52. The National Treasury's Framework for managing programme performance information 
requires that it must be possible to validate the processes and systems that produce the 
indicator. A total of 70% of the indicators were not verifiable in that valid processes and 
systems that produce the information on actual performance did not exist. This was due 
to the lack of key controls in the relevant systems of collection, collation, verification and 
storage of actual performance information. 

Reliability of information 

53. The National Treasury's Framework for managing programme performance information 
requires that institutions should have appropriate systems to collect, collate, verify and 
store performance information to ensure valid, accurate and complete reporting of 
actual achievements against planned objectives, indicators and targets. 

54. I was unable to obtain the information and explanations I considered necessary to 
satisfy myself as to the reliability of information presented with respect to the service 
delivery KPA. 

55. This was due to limitations placed on the scope of my work because of the absence of 
an appropriate performance information system, lack of internal policies and procedures 
and the fact that the institution could not provide sufficient appropriate evidence in 
support of the information presented with respect to these development priorities. 

Additional matter 

56. I draw attention to the following matter below. This matter does not have an impact on 
the predetermined objectives audit findings reported above. 

Achievement of planned targets 

57. Of the total number of 71 planned key performance targets for the year as reported in 
the annual performance report, 35 were not achieved during the year under review. 

This represents 49% of total planned key performance targets that were not achieved 
during the year under review. 

58. Sixteen out of 71 (23%) planned key performance targets as reported in the annual 
performance report, could not be verified if it was achieved or not as no indication were 
given in the report. 

59. This was as a result of the institution not considering relevant systems and evidential 
requirements during the annual strategic planning process. 

60. Management and employees are not assigned appropriate levels of authority and 
responsibility to ensure that they understand how and for what they are accountable for 
to facilitate effective internal control over performance information. 



Compliance with laws and regulations 

61 . I performed procedures to obtain evidence that the municipality has complied with 
applicable laws and regulations regarding financial matters, financial management and 
other related matters. My findings on material non-compliance with specific matters In 
key applicable laws and regulations, as set out in the general notice issued in terms of 
the PAA, are as follows: 

Strategic planning and performance management 

62. The municipality did not establish a performance management system, as required by 
section 38(a) of the Municipal Systems Act and Performance management regulation 
7(1) and 7(2). 

63. The municipality did not establish mechanisms to monitor and review its performance 
management system, as required by section 40 of the Municipal Systems Act. 

64. The municipality did not set measurable performance targets for the financial year with 
regard to each of the development priorities and objectives and key performance 
indicators set out in the IDP, as required by section 41(1)(b) of the Municipal Systems 
Act and the Municipal planning and performance management regulation 12(1) and 
12(2)(e). 

65. The accounting officer of the municipality did not by 25 January assess the performance 
of the municipality during the first half of the financial year, which includes the 
municipality's service delivery performance during the first half of the financial year, and 
the service delivery targets and performance indicators set in the service delivery and 
budget implementation plan, as required by section 72(1)(a)(ii) of the Municipal Finance 
Management Act. 

66. The annual performance report for the year under review does not include measures 
taken to Improve performance, as required by section 46(1 )(c) of the Municipal Systems 
Act. 

67. The municipality did not have and maintain effective, efficient and transparent systems 
of financial and risk management and internal controls as required by section 62(1)(c)(i) 
of the Municipal Finance Management Act. 

Budget 

68. Quarterly reports were not submitted by the mayor to the council on the implementation 
of the budget and financial state of affairs of the municipality within 30 days after the 
end of each quarter, as required by section 52(d) of the Municipal Finance Management 
Act. 

69. Sufficient appropriate audit evidence could not be obtained that monthly budget 
statements were submitted to the mayor and the relevant provincial treasury, as 
required by section 71(1), (2). (3) and (4) of the Municipal Finance Management Act. 

70. Expenditure was incurred in excess of the limits of the amounts provided for in the votes 
of the approved budget, in contravention of section 15 of the Municipal Finance 
Management Act. 

Financial statements, performance and annuai reports 

71. An oversight report, containing comments on the annual report, was not adopted by 
council within two months from the dale on which the 201 1-12 annual report was tabled, 
as required by section 129(1) of the Municipal Finance Management Act. 




72. The council's oversight report on the 201 1>12 annual report was not made public within 
seven days of its adoption, as required by section 129(3) of the Municipal Finance 
Management Act. 

73. The financial statements submitted for auditing were not prepared in all material 
respects in accordance with the requirements of section 122 of the Municipal Finance 
Management Act. Material misstatements identified by the auditors in the submitted 
financial statements were not adequately corrected and the supporting records could 
not be provided subsequently, which resulted in the financial statements receiving a 
disclaimer of audit opinion. 

Audit committees 

74. The municipality is in a shared agreement with the audit committee of the ZF Mgcawu 
District Municipality. However, it was found that the mentioned audit committee only 
evaluated the 2012-13 financial statements submitted by Kail Garib Local Municipality. 
Consequently, the following non-compliance was identified; 

• The audit committee did not advise the council on matters relating to internal financial 
control and internal audits, risk management, accounting policies, effective 
governance, performance management and performance evaluation as required by 
section 166(2)(a) of the Municipal Finance Management Act. 

• The audit committee did not advise the accounting officer on matters relating to the 
adequacy, reliability and accuracy of financial reporting and information, as required 
by section 1 66(2)(a)(iv) of the Municipal Finance Management Act. 

• The audit committee did not advise the accounting officer on matters relating to 
compliance with the Municipal Finance Management Act, and Division of Revenue Act, 
as required by section 166(2){a)(vii) of the Municipal Finance Management Act. 

• The audit committee did not respond to the council on the issues raised in the audit 
reports of the Auditor-General, as required by section 166(2)(c) of the Municipal 
Finance Management Act. 

75. A performance audit committee was not in place and the audit committee was not used 
to fulfil the performance audit committee function, as required by Municipal planning and 
performance management regulation 14(2)(a). Consequently, the following non- 
compliance was identified: 

• The performance audit committee or audit committee did not review the quarterly 
internal audit reports on performance measurement, as required by Municipal 
planning and performance management regulation 14(4)(a)(i). 

• The performance audit committee or audit committee did not review the municipality's 
performance management system or make recommendations to the council, as 
required by Municipal planning and performance management regulation 14(4)(a){il). 

• The performance audit committee or audit committee did not submit, at least twice 
during the financial year, an audit report on the review of the performance 
management system to the council, as required by Municipal planning and 
performance management regulation 14(4)(a)(iii). 



Internal audit 

76. An internal audit unit was not established, as required by section 165(1) of the Municipal 
Finance Management Act. Consequently, the following non-compliance was identified: 

• The internal audit unit did not function as required by section 165(2) of the Municipal 
Finance Management Act, in that: 

- it did not prepare a risk-based audit plan and an internal audit programme for the 
financial year under review. 

- it did not report to the audit committee on the implementation of the internal audit 
plan. 

- it did not advise the accounting officer or report to the audit committee on 
matters relating to internal audit, internal controls, accounting procedures and 
practices, risk and risk management and loss control. 

• The internal audit unit did not advise the accounting officer or report to the audit 
committee on matters relating to compliance with the Municipal Finance Management 
Act, Division of Revenue Act and other applicable legislation, as required by section 
165(2)(b)(vii) of the Municipal Finance Management Act. 

• The internal audit did not audit the results of performance measurements, as 
required by section 45(1 )(a) of the Municipal Systems Act and Municipal planning 
and performance management regulation 14(1)(a). 

• The internal audit unit did not assess the functionality of the performance 
management system, as required by Municipal planning and performance 
management regulation 14(1)(b)(i). 

• The internal audit unit did not assess the extent to which the performance 
measurements were reliable in measuring the performance of the municipality on key 
and general performance indicators, as required by Municipal planning and 
performance management regulation 14(1)(b)(iii). 

• The internal audit unit did not audit the performance measurements on a continuous 
basis or submitted quarterly reports on their audits to the municipal manager and the 
performance audit committee, as required by Municipal planning and performance 
management regulation 14(1)(c). 

Procurement and contract management 

77. Goods and services with a transaction value of below R200 000 were procured without 
obtaining the required price quotations as required by Supply Chain Management 
Regulation 17(a) & (c). 

78. Goods and services of a transaction value above R200 000 were procured without 
inviting competitive bids, as required by Supply Chain Management Regulation 19(a). 

79. Bid adjudication was not always done by committees which were composed in 
accordance with supply chain management regulation 29(2). 

80. The performance of contractors or providers was not monitored on a monthly basis, as 
required by section 116(2){b) of the Municipal Finance Management Act. 

81 . The contract performance and monitoring measures and methods were insufficient to 
ensure effective contract management, as required by section 116(2)(c) of the Municipal 
Finance Management Act. 



Human resources management and compensation 

82. Sufficient audit evidence could not be obtained that the municipality had verified that the 
new section 57 employees appointed during the financial period were not previously 
dismissed for financial misconduct, including verification of the personal qualifications 
within the prescribed period, as required by section 57A(1) of the Municipal Systems 
Act. 

83. The municipality did not conclude individual performance contracts with the municipal 
manager or managers directly accountable to the municipal manager before their 
appointment, as required by section 57(1 )(b) of the Municipal Systems Act. It could 
therefore not be confirmed that the contents of the performance agreements complied 
with the requirements of section 57(4) and 57(5) of the Municipal Systems Act. 

84. The salaries, allowances and benefits of councillors were not paid in line with the 
determination by the minister per Government Gazette No. 35962 dated 7 December 
2012, as required by section 7 of the Remuneration of Public Office Bearers Act. 

85. The municipal manager was appointed as regional secretary of a political party, contrary 
to the limitations imposed on municipal managers and managers directly accountable to 
municipal managers in section 56A(1) of the Municipal Systems Act. 

86. Sufficient audit evidence could not be provided that the municipality assessed the 
competencies of all financial officials and supply chain management officials in order to 
bridge the gap of competencies, as required by regulation 13 of the Municipal 
regulations on minimum competency levels. Furthermore, no proof was obtained that 
the municipality submitted a consolidated report on compliance with the prescribed 
competency levels by 30 January and 30 July to the National Treasury and the relevant 
provincial treasury, as required by regulation 14 of the Municipal regulations on 
minimum competency levels. 

87. Not all senior managers meet the prescribed competency areas as required by 
regulations 6 and 7 of the Municipal regulations on minimum competency levels. 

88. The municipality did not develop and adopt appropriate systems (policies) and 
procedures to monitor, measure and evaluate performance of staff, in contravention of 
Municipal Systems Act section 67(d). 

89. The annual report of the municipality did not reflect information on compliance with 
prescribed minimum competencies as required by the Regulations on minimum 
competency levels regulation 14(2)(b) and 14(3). 

90. Appointments were made in posts which were not provided for in the approved staff 
establishment of the municipality, in contravention of section 66(3) of Municipal Systems 
Act. 

91 . Job descriptions were not established for all posts in which appointments were made in 
the current year, in contravention of section 66(1 )(b) of Municipal Systems Act. 

92. Sufficient appropriate audit evidence could not be obtained that the appointment of 
senior manager directly accountable to the municipal manager was approved by 
municipal council as required by 56(1 )(a) of the Municipal Systems Act. 

93. Appointments were made in posts of municipal manager that were not advertised, in 
contravention of section 54A(4)(a) of the Municipal Systems Act. 



94. Sufficient appropriate evidence could not be obtained that the accounting officer does 
have the higher education qualification and meet any of the prescribed competency 
areas as required by section 83 of the Municipal Finance Management Act and 
regulations 2 and 3 of the Municipal regulations on minimum competency levels. 

95. Sufficient appropriate evidence could not be obtained that the chief financial officer met 
any of the prescribed competency areas, as required by section 83 of the Municipal 
Finance Management Act and regulations 4 and 5 of the Municipal regulations on 
minimum competency levels. 

96. Sufficient appropriate evidence could not be obtained that all senior managers had the 
higher education qualification and met the prescribed competency areas, as required by 
regulations 6 and 7 of the Municipal regulations on minimum competency levels. 

97. Sufficient appropriate evidence could not be obtained that finance officials at middle 
management had the higher education qualification and met the prescribed competency 
areas, as required by regulations 8 and 9 of the Municipal regulations on minimum 
competency levels. 

98. Sufficient appropriate evidence could not be obtained that the head of supply chain 
management had the higher education qualification, as required by section 119 of the 
Municipal Finance Management Act and regulations 10 and 11 of the Municipal 
regulations on minimum competency levels. 

Expenditure management 

99. Sufficient appropriate audit evidence could not be obtained that money owing by the 
municipality had always been paid within 30 days of receiving an invoice or statement, 
as required by section 65(2)(e) of the Municipal Finance Management Act. 

1 00. Payments were made without the approval of the accounting officer or a properly 
authorised official as required by section 11(1) of the Municipal Finance Management 
Act. 

101. An effective system of expenditure control, including procedures for the approval, 
authorisation, withdrawal and payment of funds, was not in place, as required by section 
65(2)(a) of the Municipal Finance Management Act. 

102. Reasonable steps were not taken to prevent unauthorised expenditure, irregular 
expenditure and fruitless and wasteful expenditure, as required by section 62(1 )(d) of the 
Municipal Finance Management Act. 

Transfer of funds and conditional grants 

103. The municipality did not submit quarterly performance reports to the transferring 
national officer, the Northern Cape provincial treasury and the National Treasury, within 
30 days after the end of each quarter, as required by section 12(2)(c) of Division of 
Revenue Act. 

104. The municipality did not evaluate its performance in respect of programmes funded by 
the Municipal Infrastructure Grant. Local Government Financial Management Grant and 
Municipal Systems Improvement Grant and submit the evaluation to the transferring 
national officer within two months after the end of the financial year, as required by 
section 12(5) of Division of Revenue Act. 

Revenue management 

105. An adequate management, accounting and information system was not in place which 



recognised revenue when it was earned and accounted for debtors, as required by 
sections 64{2)(e) and 97(h) of the Municipal Finance Management Act. 

106. Interest was not charged on all accounts in arrears, as required by section 64{2)(g) of 
the Municipal Finance Management Act. 

107. Sufficient audit evidence couid not be provided that revenue had been reconciled on a 
weekly basis, as required by section 64(2)(h) of the Municipal Finance Management Act. 

Asset management and liability management 

108. An adequate management, accounting and information system which accounts for 
assets was not in place, as required by section 63(2)(a) of the Municipal Finance 
Management Act. 

109. An effective system of internal control for assets (including an asset register) was not in 
place, as required by section 63(2)(c) of the Municipal Finance Management Act. 

110. Sufficient audit evidence could not be provided that the municipality performed creditors 
reconciliations during the year under review, as required by section 65(2)0) of the 
Municipal Finance Management Act. 

111. An adequate management, accounting and information system was not in place to 
account for liabilities of the municipality, as required by section 63(2)(a) of the Municipal 
Finance Management Act. 

Consequences management 

112. Unauthorised expenditure incurred by the municipality was not investigated to determine 
If any person is liable for the expenditure, in accordance with the requirements of section 
32(2) of the Municipal Finance Management Act. 

1 1 3. Irregular expenditure incurred by the municipality was not investigated to determine if 
any person is liable for the expenditure, in accordance with the requirements of section 
32(2) of the Municipal Finance Management Act. 

114. Fruitless and wasteful expenditure incurred by the municipality was not investigated to 
determine if any person is liable for the expenditure, in accordance with the requirements 
of section 32(2) of the Municipal Finance Management Act. 


Internal control 


115. I considered internal control relevant to my audit of the financial statements, annual 
performance report and compliance with laws and regulations. The matters reported 
below under the fundamentals of internal control are limited to the significant 
deficiencies that resulted in the Basis for disclaimer of opinion, the findings on the 
annual performance report and the findings on compliance with laws and regulations 
included in this report. 

Leadership 

116. The leadership did not exercise oversight of financial and performance reporting and 
compliance and related internal controls. The leadership did not ensure that there were 
processes to ensure that reviews are implemented before submission of information as 
material errors were detected in the financial statements and non-compliance with laws 
and regulations and internal control deficiencies were noted throughout the audit 
process. 



117. The leadership of the municipality did not set the correct tone at the top. Senior 
management did not adhere to internal controls, which resulted in unauthorised and 
irregular expenditure not being detected by management and non-compliance with 
relevant laws and regulations. 

118. The lack of decisive action to mitigate emerging risks, Implement timely corrective 
measures and address non-performance was evidenced by the failure of management to 
adequately address the external audit findings in a timely manner. The municipality failed 
to properly analyse the control weaknesses and implement appropriate follow-up actions 
that adequately addressed the root cause. This resulted in the audit findings in the prior 
year report recurring in the current year. 

119. The leadership did not ensure adherence to Supply Chain Management policy at the 
municipality, which resulted in processes not preventing irregular expenditure and 
material non-compliance. 

120. The municipality did not review and monitor compliance with applicable laws and 
regulations. 

Financial and performance management 

121 . The accounting officer did not prepare regular, accurate and complete financial 
statements that are supported and evidenced by reliable information, review and 
monitor compliance with laws and regulations. 

122. Finance staff had an insufficient understanding of the accounting framework. This 
contributed to the numerous misstatements in the financial statements of the 
municipality. 

123. Inadequate filing procedures at the municipality have resulted in limitations of scope 
during the current and previous year’s audits. As a result significant difficulties were 
experienced in respect of the availability of information. 

124. The financial statements were not properly reviewed for completeness and accuracy 
prior to submission for auditing. This resulted in many findings relating to incorrect 
disclosure. 

125. The systems underlying the procurement processes at the municipality were inadequate 
to prevent and detect irregular expenditure on contracts entered into, resulting in 
irregular expenditure that was not disclosed in the accounting records of the 
municipality. Effective and appropriate disciplinary steps were not taken against officials 
who made and permitted unauthorised, irregular and fruitless and wasteful expenditure. 

1 26. The underlying systems and controls were inadequate to provide reliable and accurate 
evidence to support the reporting on predetermined objectives. Senior management did 
not perform an adequate review on the actual performance against predetermined 
objectives reported, therefore no explanations were documented for targets that were 
not achieved. 



Governance 

127. The accounting officer of the municipality did not ensure that a financial and risk unit is 
established. The municipality did not identify risks relating to the achievement of 
financial and performance reporting objectives. Consequently, controls were not 
developed to prevent, detect and correct material misstatements in financial reporting 
and reporting on predetermined objectives. 

128. The municipality utilised the shared audit committee within ZF Mgcawu District 
Municipality. Performance information was not audited by the shared audit committee 
during the 201 1 -1 2 and 201 2-1 3 financial years. The audit committee did not review the 
performance management systems and did not make recommendations to the councils 
In this regard. 

Cludd-VcR- GereiiicJ. 

Kimberley 

30 November 2013 
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